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1. AN OVERVIEW OF PENSION REFORM IN UKRAINE

1.1. INTRODUCTION

cial sector reform in Ukraine has been a
ccessful collaboration between the Gov-

nment and international donors — led and
coordinated by the United States Agency for In-
ternationa Development. USAID assistance has
emphasized on supporting systems that are fis-
caly sustainable. Although the program of pen-
sion reform did not start until late 1997, signifi-
cant progress has dready been made. The table
below lists the major USAID-sponsored activities
related to pension reform conducted by PADCO
during the period 1997 — 1999 as well as the tan-
gible outcomes achieved during each year.

One way to measure how well the social sector
reform program has met the needs of the Gov-
ernment of Ukraine is the extent to which the fis-
caly strapped GOU has spent its own money to
implement reforms supported by USAID, includ-
ing:
- The Penson Fund has recently purchased
3,000 computers and related equipment to
support the automation of loca office opera-
tions.

The Ministry of Labor and Socid Policy has
created an e-mail system using government
lines to al oblasts and is now extending this
system to dl loca offices in 609 raions and
145 oblast subordinated cities and towns.

The Ministry of Finance approved and fi-
nanced the creation of an Office of the Actuary
within the Pension Fund with 5 steff;

The GOU has enacted over 50 Presidential and
Cabinet decrees needed to implement recom-
mendations of the USAID/PADCO socid
sector reform project;

The GOU implemented large scale pilot proj-
ects to develop new personified reporting sys-
tems for the Pension Fund and to link pension
offices with targeted socid assistance offices;
The State Committee for Statistics has com-
mitted its staff to the regular implementation
of a newly-designed Quarterly Survey of In-
come and Expenditure that will serve as the
basis for reforming the system for establishing
the poverty level and minimum pensions.

The Pension Fund will spend $30 million over
3 years to personify records for the state pen-
sion system, has set up a separate personifica-
tion office in Kyiv, and assigned a personifi-
cation coordinator in each raion.

1.2. WHY PENSION REFORM NEEDS USAID
TECHNICAL SUPPORT

ecognizing the need to reform Ukrane's

socia protection systems, USAID began in

1994 providing technical assistance to the
Government of Ukraine. The initia goa was to
support reform of the chronically weak state pen-
sion system. In January 1995, USAID extended its
assistance to help create a targeted assistance pro-
gram to protect households from the impacts of
rising prices for housing and utilities.

Implementing social sector reform, however,
faced daunting obstacles. Few Ukrainians under-
stood how social protection systems operate in
market economies. Neither the public nor gov-
ernment officials understood the extent or the ra-
ture of the problems ailing their programs, nor
how to improve the worsening situation.

Unfortunately, the basic building blocks for a
new socia protection system were missing. Reli-
able data on economic and socia conditions were
amost wholly missing. The administrative infra-
structure to manage social protection programs
was aso absent. “Pension cases,” for example,
were handled at the loca level, with only sum-
mary information -- or misinformation -- shared
with higher levels of government. There were no
national databases of pensioners, invalids or
working contributors to the pension system. Com-
puters, copiers, calculators, and communications
systems (and people who knew how to use them)
were absent. Most offices lacked even stationary,
bookshelves, and pens. Management systems had
never been developed and neither financid flows
nor program effectiveness were audited. Office
procedures were learned by rote; offices lacked
training programs, manuals, and even copies of
enabling legidation.

Technical assistance would not have suc-
ceeded had it been limited to expert advice. How-
ever willingly GOU counterparts listened to for-
eign experts about how to design reforms, they
lacked the ingtitutional infrastructure and staffing
skills to implement even modest changes. Lacking
even rudimentary office equipment, and unable to
pay for long distance telephone cdls, officids
could do little without assistance, no matter how
strongly they supported proposals for reform.
Success of pension reform initiatives has de-
pended on providing practical and comprehensive
assstance that has helped the GOU with al
phases of reform.
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ACTIVITIESAND ACHIEVEMENTS OF USAID/PADCO PENSION REFORM
PROJECT

1997

USAID/PADCO Project Activities

Tangible Outcomes

Designed and tested first prototype of the individual-
ized pension reporting system

Created Electronic Library of all normative acts, auto-
matically updated, installed in all oblasts and large lo-
cal social protection offices and pension departments

Created e-mail system linking oblasts and many local
officesto the Ministry of Labor and Social Policy

Devel oped automated system for linking housing sub-
sidy offices, local pension offices, and State Tax Ad-
ministration

Feb-June: Legal and policy support provided to Pension
Reform Task Force of the Cabinet of Ministers

June: Ministry beginsto use e-mail to issue instructions,
rules and regulations to oblasts and local offices

September : Two-week seminar held on social statistics
and reporting systems for GosKk omStat and oblast offi-
cids

December: Completion of pilot program to create per-
sonified pension reporting system

1998

USAID/PADCO Project Activities

Tangible Outcomes

Designed software and training program for oblast and
local office management information systems

Developed actuarial model for state pension system,
using World Bank PROST model, and Excel model

Plan for creation of Office of the Actuary and design of
qualifying mathematics exam

Analysis of poverty assessment methodol ogies with
recommendations for reform

Begin assistance to Pension Fund to create nationwide
personified reporting system

Seminars held on private pension reform issues

July: Actuarial analysis of current and proposed pension
system completed

September: Seminar conducted on Non-State Pension
Systems for 26 senior officials

October: Pension Fund begins Office of the Actuary

October: Pilot personified reporting programs begunin
L’viv oblasts

November : Ukrainian officials receive training in use of
World Bank PROST model, and attend World Bank
seminar on pension reform in the former Soviet Union

December: Design and instructions for new Quarterly
Survey of Household Income and Expenditures com:
pleted.

ACTUAL AND PROJECTED ACHIEVEMENTSIN 1999

USAID/PADCO Project Activities

Actual and Projected Outcomes

Implement reforms in delivery of pension benefits —
transfer of responsibility for calculating benefits from
ML SP to Pension Fund in L’ viv

Assist Pension Fund and Ministry to develop legisla-
tive strategy for reform of state and non-state pension
systems

Train staff in Office of the Actuary
Develop personified database of all pensioners

Assist with nationwide implementation of ARM-R,
software for employer reporting of personified dataon
all Ukrainian workers to the Pension Fund

Complete development of actuarial model of state pen-
sion system

February: Decree bringing al housing subsidy offices
under subordination to ML SP issued by cabinet of
Ministers

March: Staff hired for office of Actuary through com-
petitive examination

March: Amendments submitted to Rada for law on non-
state pensions

April: Creation of Pension Reform Task Forceto guide
development of normative acts

April: Training of staff of Office of the Actuary begins

May: Issuing of Presidential Decree enacting reformsin
the State Solidarity System

May: 15 pension officials from Ukraine taken on
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Design regulatory system for non-state pension funds

Study tours and seminars on pension reform issuesin

Europe

Assist Pension Fund and Ministry with planning for
pilot non-state pension programs

Reduce privileges and entitlement programs

USAID sponsored study tour of Poland and Hungary

July: Personified reporting programisrolled out na-
tionwide

November : Amended drafts of Non-state pension law
and mandatory accumulation system law submitted to
Supreme rada

Transfer responsibility for calculating pensions from
Ministry to Pension Fund nationwide

Personified reports prepared by 25% of all enterprisesin
Ukraine by end of year

Passage by Supreme Rada of amended |aws on State and
Non-State Pension Systems

2. A HISTORY OF PENSION REFORM IN UKRAINE: 1994-1999

2.1. BACKGROUND

he state pension system collapsed during
1993 and 1994, as hyperinflation reduced

the real vaue of pension benefits by 70
percent. Invalids and the elderly quickly became
the new poor. Their financia hardship was sadly
exacerbated because inflation had also wiped out
most of the value of the savings accounts held by
many pensioners as insurance against economic
adversity in old age. As more and more enter-
prises encountered financia difficulties, they ke-
came less and less regular in paying the Pension
Fund. In 1996, the Government increased pen-
sions for the first time in nearly two years. Pre-
dictably, pension arrears mounted. By mid-1998,
arrears exceeded 2.5 hillion Hrn — about 3 months
of pensons. However, in some locations, pension
payments were up to 8 months behind, and many
payments were in-kind, rather than in cash. But
penson reform did not begin serioudy until
USAID provided comprehensive technical sup-
port to the Pension Fund and to the Ministry of
Labor and Social Policy.

2.2. TALKS, TALKS, ANDMORE TALKS

ecause of the size and urgency of the pen-

sion crisis, international donors were quick

to offer advice. Beginning in 1994, inter-
national donors began sending advisorsto help the
GOU develop a dtrategy for pension reform.
These advisors worked with counterparts in the
State Pension Fund, the Ministry of Labor and
Social Policy, and the Ministry of Finance, and
with trade unions. They organized round tables,
seminars, and conferences to educate officias
about how pension systems operated in other
countries and attempted to agree on fiscaly and
politically feasible reforms. Donors wanted to
agree on the shape of pension reforms before

committing large-scale assistance. Discussions
ranged over general issues -- raising the pension
age, improving collections of contributions, start-
ing a mandatory accumulation system, and relat-
ing benefits closer to work experience and earn-
ings.

Unfortunately, no agreement was reached —
for reasons with important lessons for designing
technical assistance strategies. First, few Ukrain-
ian counterparts understood the size or the causes
of the problems. Neither the Penson Fund, the
Ministry of Finance, nor the Ministry of Labor
and Socid Policy had built actuarial models to
make projections. This lack of understanding
could not be remedied because few participants
trusted the information distributed at meetings by
foreign advisors. With no agreement on facts,
there could be no agreement about what to do.

In early 1997, TACIS, the World Bank, and
the Harvard Institute for International Develop-
ment each tried to market their own models. But
the models were built with little participation from
the Pension Fund or the Ministry, were poorly ce-
sgned, inflexible, and faled to offer output in
Ukrainian. Counterparts were expected to “trust”
the models because of the foreign advisors supe-
rior expertise. Consequently, none of the draft re-
form laws submitted to the Supreme Rada in 1998
had been rigoroudly analyzed.

A second reason for failing to agree was the
unwillingness of Ukrainian counterparts to con-
Sider reforms that would re-arrange responsibili-
ties among different agencies. The desire to -
fend turf can blind even the best-qualified bureau-
crat to the merits of proposed reforms.

Third, even if Ukrainians wanted to begin re-
forms, they didn't know how to carry them out.
Foreign advice was offered at a high level of d&-
straction that counterparts could not trandate into
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concrete implementation plans — which they
couldn’'t afford to implement anyway. Depart-
ments administering the pension system are, by
western standards, tiny. 120 staff in the whole
Ministry in Kyiv manage al social protection
programs — from childcare and welfare to systems
for calculating and distributing pensions and man-
aging dozens of orphanages and old people’s
homes. Pension reform, therefore, was blocked
until USAID offered a comprehensive program of
technical assistance.

2.3. ENTER THE WORLD BANK

he dtuation changed in early 1997. The
I extent of the deterioration of the State Pen-
sion system became less easy to deny and
the March 1998 elections for the Supreme Rada
were imminent. The GOU introduced a hastily
concelved package of reform bills addressing
bankruptcy law, pension reform, tax reform, the
elimination of privileges, and proposals to accel-
erate privatization of state-owned assets. This
package was divided into bite-sized portions by
the Supreme Rada, and picked apart, bill by bill.

From the wreckage of the reform program, the
Cabinet of Ministers created a Pension Reform
Task Force in February. Its goa was to develop a
pension reform package extensive enough to jus-
tify applying for a credit from the World Bank for
between $200 million and $400 million to pay off
pension arrears and finance systemic reforms in
the State Pension system. The Task Force began
meeting in April 1997 but by the end of June, its
deliberations ended. The GOU rejected two “dedl
bresking” conditions set by World Bank experts:
1) to begin immediately raising the age at which
people would be €eligible to receive pensions; and
2) begin immediately to create a mandatory a&-
cumulation system.

A barrier to continued discussion was the fail-
ure to discuss how the massive -- and growing --
deficit in the State Pension system would be cov-
ered. This was the issue of primary concern to the
GOU. With international donors taking only a
“long-view” of the pension reform issue, and
GOU counterparts unable to look beyond the m-
mediate crisis, there was little basis for continued
discussions.

3. A MORE PRAGMATIC APPROACH SUCCEEDS. 1997 — 1999

3.1. PRACTICAL WORK BEGINS

llowing the suspension of taks in June
p997, USAID initiated a more pragmatic
approach through its technical assistance
contract with PADCO. Whatever changes were
finaly made in the state and in private pension
systems, Ukraine needed to find ways to pay ade-
guate pensions on time and to begin building the
information infrastructure as the foundation for
future pension reforms. PADCO’s work focused
on five areas of immediate importance to the

GOU in developing a viable and politically feas-

ble program of pension reform.

1. Developing actuarial models of the state pen-
sion system, creating an Office of the Actuary
in the Pension Fund to administer these mod-
ds, and the training of Ukrainian counterparts;

2. Personifying the reporting systems used by
enterprises to the Pension Fund

3. Assisting the GOU and the Supreme Rada to
draft and review pension reform legidation;

4. Providing training seminars and public edu-
cation materid to support pension reform.

5. Developing databases and communications
systems to support the improved administra-
tion of the state pension system;

3.2. DEVELOPING ACTUARIAL MODELS

nder a new contract with USAID, begin-
ning on February 1, 1998, PADCO

brought in a new actuarial expert who be-
gan developing an actuariad model. The model
was intended to provide short-term projections
(10 years) for the Ukrainian pension system. It
was developed in collaboration with the Ministry
of Finance, the Ministry of Labor and Social Pd-
icy, and the Pension Fund of Ukraine.

This model alows separate estimates for the
many different types of pension programs in
Ukraine's complex pension system. The results
are provided regularly to the Cabinet of Ministers
and to the Supreme Rada to show the fiscal m-
pacts of proposals to change the pension system.
Counterparts now trust the numbers generated.

For longer-term projections, PADCO worked
with the World Bank to apply the Bank’s PROST
penson modd to Ukraine. They participated in
World Bank training in Budapest and Moscow.
The team has fully coded the model and calibrated
it with Ukrainian data. All output is now provided
in both Ukrainian and English. The model has
been used to prepare 75-year projections of the
current pension system and of proposed reforms.
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In addition, at the project’s recommendation,
the Ministry of Finance approved the financing
for an Office of the Actuary within the Pension
Fund of Ukraine. Four staff have been hired with
backgrounds in mathematics and computers. They
will responsible for fiscal analysis of the current
pension system and of proposed changes to the
system. Responsibility for developing and main-
taining the actuarial models — the PADCO Excel
model and the World Bank PROST mode -- will
be transferred to this Office. This will give the
GOU the permanent capacity to project revenues
and expenditures of the state system through the
complex and tense process of developing and im-
plementing pension reform. At last, projections of
the fisca consequences of aternative proposals
could be agreed to by al partic ipants.

3.3. PERSONIFICATION

brief summary of the previous reporting
A system shows why changes were needed.

Every quarter, employers report to the lo-
ca office of the Penson Fund aggregate wages
and the total liability to the Pension Fund. BEm-
ployers do not list the names of their employees.
Employers maintain workbooks for each full time
employee where service credits are accumulated.
These workbooks are used to satisfy pension €li-
gibility requirements and to compute the amount
of pension benefits to be granted. But workbooks
may bear little correlation to the period worked by
the employee or to the pension contributions paid,
if any, by the employer on behaf of that em-
ployee. Indeed, today entities may maintain
workbooks for people who aren’t really working
there, allowing them to accumulate service credits
with no contributions being paid on their behalf —
perpetuating the gray economy. The current sys-
tem alows much room for fraud. Personification
is cutting down on these practices.

During 1997, PADCO programmers devel oped
the software reporting program (ARM-R) which
enables enterprises to maintain records on payroll
contributions paid for each employee identified
individually (using names and Taxpayer |dentifi-
cation Numbers issued by the State Tax Admini-
stration). Based on the recommendations of the
Pension Fund, the Cabinet of Ministers of Ukraine
began a large-scale pilot to test not only the soft-
ware but also the speed and ease with which e
terprises could adopt the new reporting system.
The pilot program began in early 1999 in three
raions in L’viv. Within two months, more than
400 enterprises were using the new software and
sending reports to the loca pension office elec-
tronically. The Pension Fund established a specia
office within each pilot raion to deal with personi-

fication issues. Local training workshops were
held to demonstrate the new system to staff of the
pension offices and to accountants from private
enterprises. Local pension offices, equipped with
new computers, entered the reports into a local
database established with prototype software cre-
ated by a Ukrainian software developer. The pen-
sion offices in the pilot raions reported an increase
in contributions as a result either of the personi-
fied reports or of the public education campaign
that accompanied the pilot program in the com-
munities.

In the summer of 1999, the Pension Fund c&-
termined that the pilot program had demonstrated
that the reporting system was “user friendly,” and
could be adopted easily by enterprise accountants.
Most accountants had successfully adopted the
program without receiving specid training. The
Fund decided that the nationwide rollout of the
program would begin effective July 1, 1999.

Nationwide implementation is not an easy
task. There are tens of thousands of enterprises
with the computer capacity to use the reporting
software. There are also thousands of certified ac-
countants who provide accounting services to
smaller enterprises. And there are tens of thou-
sands of enterprises and hundreds of thousands of
self-employed entrepreneurs that do not have
computerized accounting records and will submit
lengthy personified data on paper.

The Pension Fund planned a phased introduc-
tion of the system. PADCO devel oped several dif-
ferent ways to distribute information about the
program and of dealing with the inevitable flood
of questions raised by the new users of the sys-
tem. First, 10,000 copies of the “Users Guide” and
program disks were printed and duplicated by
PADCO to be distributed from loca pension d-
fices to accountants. Material was aso distributed
at a series of workshops and seminars held in key
locations to initiate the implementation of the
program.

Second, PADCO created a specia website
which carried copies of the software program and
the Users Guide as well as displaying frequently
asked questions about personified reporting to-
gether with model answers. The Pension Fund in-
cluded the website address in the materia distrib-
uted to accountants through local pension offices.
Between October 1, 1999, and November 18,
1999, more than 1,000 contacts with the website
were recorded counter from al regions of
Ukraine.

Third, the Pension Fund implemented a hierar-
chical “hotling” system for deding with user
questions. Loca offices are the initid point of in-
quiry; those issues that local staff were unable to
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answer were referred to oblast departments, and
S0 on.

For the many thousands of companies that will
continue, at least in the short-term, to submit re-
ports on paper, PADCO is assisting the Pension
Fund to evaluate and implement the use of scan-
ners and optical character recognition software.
This will alow paper reports to be read into com-
puters without time consuming data entry by
hand. As a result of detailed evauations of alter-
native designs for such as system, USAID has
purchased a scanner station to alow the design
and testing of a practica workstation and proc-
essing system. There was an important collateral
benefit of the strong emphasis on computers and
software development. By developing the soft-
ware used by employers to report personified
data, PADCO became intimately involved in pol-
icy and legd issues raised by employers in using
the new software. This alowed us to take the lead
in developing amendments to laws and regula-
tions, and changing ingrained administrative pro-
cedures.

3.4. LEGISLATIVE DRAFTING

sion reform requires sweeping changes in
he laws of Ukraine. In early 1998, the S
preme Rada passed a law that set the
framework for pension reform. It is now consid-
ering severa other mgor pension reform initia-
tives. Overall, Ukraine is following a plan to m-
plement a pension system that includes three ele-
ments. a restructured state pension system; a
mandatory contribution system; and a voluntary
private pension system.

Ultimately, the hundreds of laws and cabinet
decrees that have created the complex system
Ukraine administers today will have to be
changed. In the meanwhile, the legidative debate
focuses on two draft bills prepared by the Cabinet
of Ministers in 1998 and submitted to the Su-
preme Rada. The first makes sweeping changes in
the existing solidarity system — beginning of a
mandatory, funded system. The second bill would
create private pension programs.

Both bills are flawed. But the PADCO team is
working with the MLSP to suggest amendments
that would make the reforms of the state pension
system fiscally viable over the long term, and that
would ensure that the non-state pension system is
properly regulated to protect the interests of bene-
ficiaries.

3.5. EDUCATION AND TRAINING

he emergence of an efficient, viable pen-
son system in Ukraine depends on im-

proving the understanding of pension issues
among decisonmakers, increasing the technical
skills of administrators, and broadening public
appreciation of the need for pension reform.
Therefore, an important eement of the
USAID/PADCO support for pension reform re-
volves around education and training.

For decision makers, PADCO has undertaken
an extensive program of publication and distribu-
tion of papers explaining key aspects of Pension
Reform. It is aso holding a series of public semi-
nars on critical pension issues. The staff of the Of -
fice of the Actuary has begun a long-term educa-
tion and training program designed and conducted
by PADCO that covers mathematical and statisti-
cal issues, actuarial principles, and the use of a-
tuarid models.

Under development is a program to provide
representatives of the media with a series of semi-
nars on pension reform — backed by the wide-
spread distribution of specia publications de-
scribing issues for non-experts.

3.6. BUILDING DATABASES AND COMM U-
NICATIONS SYSTEMS

Administering state pension systems involves cre-
ating and maintaining the nation’s largest data-
bases and aso the exchange of information with
many other government agencies. The figure pre-
sented at the end of this paper shows schemati-
caly some of the most important interactions
between Ukraine's Pension Fund and other enti-
ties -- identified by PADCO in its technica sup-
port work.

The process of building financial models of the
pension system demonstrated to the government
the need to create a national pensioner database.
Currently, personified data on retirees is primarily
maintained in raions. Raion databases are updated
on a daily basis to reflect new pensioners, deaths,
and other status changes. In some oblasts, raion
databases are combined to create personified
oblast databases, which are typicaly updated on a
quarterly basis. However, there is no nationa pen-
soner database. Such a database is needed to
evaluate the impacts of proposed changes in pen-
sion legidation. Currently, the Computer Center
of the MLSP relies on personified data from only
four raions for their anaysis, and PADCO relies
on data from just one oblast. Consequently, we
have proposed the creation of a national pensioner
database.
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In addition, PADCO has developed the neces-
sary software and communications systems to link
local offices of the Pension Fund with local d-
fices providing targeted socia assistance. This
minimizes effort needed for pensioners and inva-
lids to receive socia assistance.

Of course, these steps toward pension reform
do not solve the problems that prevented agree-
ment on the World Bank credit in 1997 — raising
pension ages and beginning to fund the state sys-

tem. But PADCO, in consultation with the World
Bank, is developing aternatives -- such as incen-
tives for voluntary retirement delays as a substi-
tute for immediate increases in the retirement age
and a phased plan for the development and intro-
duction of a mandatory accumulation system. By
working through these steps collaboratively, more
and more Ukrainian decisionmakers are beginning
to understand the breadth and depth of needed re-
forms.

4. IMPROVING TECHNICAL ASSISTANCE PENSION REFORM

L ESSON 1: PROJECTS SHOULD RESPOND TO
HOST COUNTRY NEEDS, NOT TO ITSWANTS

ost countries will not commit resources to
H implement changes recommended in a

technical assistance program unless the
program meets an immediate need. Pension re-
form succeeded because the plight of pensioners
was creating unsustainable pressures on the state
budget. Pension reform has had, and will continue
to have, an immediate impact on relieving fiscal
pressures. Had pension reform been marketed to
the government as a way of helping the poor, re-
form would have been much, much dower — if it
would have proceeded at all. It is equaly true that,
had either program been marketed as a way of
solving long-term needs, it would also have failed
to attract any interest. The radar screens of deci-
sion makers in the former Soviet Union have a
very short range.

Responding to host country needs does NOT
mean waiting for the host country to define what
it wants. Ukraine was certainly not aware that it
“needed” to create a personified record keeping
system for the solidarity system. The vast mgor-
ity of officias in government are unaware of how
to restructure their decaying administrative infra-
structure. To be blunt, they do not know what they
want, but will never admit to their ignorance.

Nevertheless, it was possible in 1997 to iden-
tify what Ukraine did, in fact, need. USAID
moved quickly to deliver expert advice where it
could persuade decisionmakers that there was no
viable dternative. There is no smple way to
measure host country needs. It requires a combi-
nation of establishing a relation of trust with key
decisionmakers with the ability to assess immedi-
ate needs.

LESSON2: BEFLEXIBLE

SAID’s projects must be flexible. It is im-
possible to predict how counterparts will
respond to technical assistance: some ave-

nues for forward movement will close inexplica-
bly; others will open unexpectedly. Contractors
and USAID project officers must be prepared to
change course quickly in whatever direction d-
fers best way of reaching the fina goal. Project
flexibility depends on setting broad (but measur-
able) outcomes. In the case of pension reform, the
god is a fiscaly sustainable pension system that
provides adequate benefits to all retirees at a fair
price.

Flexibility can only be maintained if USAID
carefully monitors project outcomes. During the
critical early months of the project, PADCO pro-
vided USAID with detailed weekly reports on its
activities and the difficulties it was encountering.
This ensured that USAID was amply warned
when changes may be needed in the project c-
sign or when benchmarks may not be met. But
monitoring outcomes requires the development of
benchmarks against which to measure the prog-
ress of the project. USAID must adapt its bench-
marks as projects change direction.

LESSON 3: BUILD ON SUCCESS

hen the pension reform project began, it
me recognized as a high-risk. The

World Bank’s conditions for pension
reform had been rgjected by the GOU. As a resullt,
the World Bank refused to provide financid or
technical assistance for pension reform. Conse-
quently, USAID provided limited funding — 18
months with one American and a staff of 7
Ukrainians. Before committing itself to further
support for pension reform, USAID wanted tangi-
ble results from the government and the project
team. Now, USAID has decided to continue its
support for pension reform for another year, due
to government support for personification, the
creation of an Office of the Actuary, acceptance
of fisca models, and drafting laws on mandatory
state pension insurance and on non-state pension
funds.
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The corollary of building on success is to ter-
minate projects that do not achieve results. This
does not necessarily mean terminating the project
team. Flexibility in approach by USAID manage-
ment, therefore, can rescue an unpromising proj-
ect if the project team is sound. Nevertheless,
when a project and a team have proved unable to
deliver something of value, both should be cut off
from further funding. It is a natural reaction when
things do not work out as planned to believe that
“more time is needed”. Unfortunately, thisis often
the triumph of hope over experience.

LESSON 4. PROJECTSM UST COVER I M-
PLEMENTATION ASWELL As PoLIcYy DESIGN

licy advice — for the reasons discussed in
he preceding sections, rarely works without

support for implementation. However will-
ingly government counterparts may be to carry
out the recommendations of foreign experts, they
lack the indtitutiona infrastructure and staffing
skills to implement even modest changes. Many
have become adept at listening to the advice of
foreign experts, cordidly agreeing to implement
whatever is recommended, only to abandon activ-
ity as soon as the expert left. Lacking even rudi-
mentary office equipment, often unable to pay for
long distance telephone cadls, officials could do
little without assistance, no matter how strongly
they supported proposals for reform.

Technical assistance, therefore, must be com-
prehensive — not only pointing in the genera d-
rections of reforms, but also figuring out how to
implement them. Technical assistance succeeds,
therefore, only if it supports implementation. But
most foreign experts do not enjoy the messy busi-
ness of implementation -- it requires a level of
knowledge that they prefer to leave to research as-
sistants.

USAID sometimes relies too heavily on con-
tractors hiring large number of US “experts’ to
manage and staff its programs of technical assis-
tance. Experts certainly play a key roll — but not
as large arall as they are assigned in many prg-
ects. In fact, figuring out the design of the pro-
gram or how to write draft laws, plays only a
small part in success. Practica problem solvers
are usualy more important than “experts” The
ability to explain what needs to be done to coun-
terparts is often difficult for experts — particularly
those who spend only a short time in the host
country. Many experts lack flexibility — their deep
knowledge of one area may make it difficult for
them to accept the compromises and imperfect
products that are necessary in work in the former
Soviet Union, where systemic change rarely hap-
pens according to plan.

All technical assistance projects sooner or later
learn that the collateral systems necessary to sup-
port reform must be changed at the same time. It
was soon evident that the Pension Fund lacked
any databases and system for maintaining records
of working Ukrainians. The project soon became
involved in developing de novo the necessary
software for automating reporting. The level of
assistance had to be rapidly expanded and deep-
ened to fill these gaps.

Project team members must aso be flexible.
Many key host country nationals had little direct
prior expertise in particular areas — with the e-
ception of the computer programmers. But they
were adept at solving problems in the often-
hostile environment of bureaucrats and policy-
makers. They learned to be trainers, poster de-
signers, organizers of press conferences, and n-
stant “policy experts.”

But USAID’s flexibility alowed the project to
expand the types of activities it engaged in as the
limitations of the counterparts — financia and
skills-related — became apparent. But this willing-
ness to expand was based on the demonstrable
successes of the project, not on the hope that
something would eventually be achieved.

LESSON5: CREATE A PROJECT STAFF OF HOST
COUNTRY NATIONALS

The PADCO socid sector reform project, of
which pension reform is one piece, today
has a staff of 42 people — including 34 pro-
fessionas. But only two are Americans. The rest
are Ukrainian experts with skills ranging from
satistics and computer programming, to logistics
and government administration. Creating a project
staff of host country nationals creates a project
team that can meet the unpredictable shifts in
politics and in emphasis that foreign experts can-
not do alone. The host country team should not be
limited to trandators and support staff. They
should be hired and trained to participate in the
day-to-day management and decision making of
the project.

A strong team of host country nationals will
help build the necessary trust between the project
and its counterparts. Whether we like it or not, it
isafact of life that US-funded projects are viewed
with considerable distrust among counterparts.
Most senior bureaucrats were raised with the ke-
lief in the undying enmity of the USA toward the
Soviet Union. Thisis not a view that dies easily —
although soviet training has taught successful g-
paratchiks to concea their distrust behind the
mask of friendship. Working through host country
nationals will senditize US saff to politics and
protocol — alowing the dow building of trust.



TIIC MU HUVUITICT IO U T UHIDIUE T TNCIUE T U N aal e

1 uye v

But, trust comes dowly — especidly in nations
that have had more than their fill of fly-by-night
foreign experts.

Second, host country nationas will be much
more aware of the details of the operation of gov-
ernment agencies, ingtitutions, and customs than
foreign experts. This helps orient project activities
toward delivery of practical help rather than theo-
retical advice.

LESSON 6: EDUCATE COUNTERPARTS

Uccessful pension reform means that people
e doing something differently and will

ontinue doing it differently after USAID
support is phased out. To encourage counterparts
to do things differently, consider the fdlowing:

The importance of creating new MIS systems
and automating operations of pension necessitate
intensive, long term training. New local pension
office staff quickly came to view themselves as
part of a new national system — they were called
to Kyiv for briefings and technical support staff
visted them in their offices. This, in turn, stimu-
lated peer pressure to come up with new idess.
Computers forced the MLSP, the Pension Fund,
and the State Committee for Statistics into long-
term collaboration with the USAID socia sector
reform project. They, eventually, became used to
working closely with experts and to working col-
[aboratively.

Training is a long-term activity. There is no
tradition of training personnel in the former Soviet
Union — a leadt, training in the way it is under-
taken in the west. Bureaucrats have traditionaly
learned their job by shadowing the bureaucrat
whose job they will be taking over. Only a top-
management elite received training in more gen-
eral and flexible skills. The development of regu-
lar training programs for al levels of staff under
the personification program was necessary be-
cause there were no existing officials to shadow,
and al staff needed to learn to use computers. It
has been very important to train the MLSP how to
use and how to deliver training.

Show, don't tell. Within Ukraine, the work of
the pension reform project must be widely dis-
seminated. This will be essentia to the success of
the programs that directly affect millions of peo-
ple throughout the country. The extended pension
reform project in Ukraine includes funding for an
extensive public education program, including:

Study tours to Latin America and the United
States. Such tours have proved many times to
be important in enabling counterparts to con-
ceive of alternative ways of doing things

Regional tours to Poland, Hungary, Croatia,
and the Baltics, where pension reform has d-
ready been completed

Preparing policy papers and specia issues of
local magazines devoted to pension reform
Short brochures on pension reform topics, to
be distributed throughout Ukraine

Seminars in Kyiv on important pension re-
form projects

Training journalists by including journaists in
al study tours and seminars.

L ESSON 7: PENSION REFORM M UST BE DRIVEN
FROM THE TOP

he key elements necessary from the gov-
ernment of the host country in order to

achieve pension reform are strong leader-

ship from the Vice Prime Minister (or above), a

Task Force with full-time expert staff -- relieved

of al other responsibilities, and a commitment

from officids and the Parliament to intensive
study of pension reform through participation in
educational programs.

Pension reform has a huge impact on the over-
al economy and on amost all the population.
Consequently, responsibility for it cuts across the
responsibilities of many different Ministries and
organizations in the host country.

- Ministry of Labor and Socia Protection: In
Ukraine, they have overall responsibility for
social policy and managing socia protection
programs. At least at the start of pension re-
form in Ukraine, they also had responsbility
for caculating and paying pensions. The
Computer Center of the Ministry aso pre-
pares projections of pension contributions and
expenditures, through the Pension Fund, and
directly through the State budget
Penson Fund of Ukraine collects contribu-
tions, creates and maintains personified record
keeping for the solidarity system, and, now,
caculates and pays pensions from the Minis-
try of Labor and Socia Protection. In the fu-
ture, they will maintain individua accounts
for any mandatory accumulation system. The
Pension Fund is aso responsible for project-
ing its revenues and expenditures through its
Office of the Actuary
State Tax Administration: Currently, they are
not responsible for pension contribution cd-
lection. However, there have been discussions
of moving this responsibility from the Pension
Fund to the State Tax Administration
Ministry of Economy: Their projections of
GDP growth, real wage growth, inflation and
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other factors are key inputs to any pension
projection models

Ministry of Finance: The Ministry is respon-
sible for budget projections including projec-
tions of payments of socid pensons, and
finding how to finance (or not finance), short-
fadls in Pension Fund revenues, socia protec-
tion programs, and payments to the Pension
Fund on behalf of government workers, etc.

The wide involvement of many agencies leads
to inevitable conflicts and “turf battles’ between
Ministries that can only be overcome if the reform
program is strongly lead by the Prime Minister or
the appropriate Vice Prime Minister.

LESSON 8: PENSION REFORM ISPRIMARILY A
SOCIAL SECTOR REFORM PROJECT

ne of the reasons for the success of the

pension reform project in Ukraine is that it

is under the socia reform area within
USAID.
In other countries, pension reform has often been
under capital markets. This creates a conflict of
interest for USAID. Capital markets projects
USAID view pension reform and privatization of
the pension system as tools for developing mar-
kets, overlooking the primary importance of cre-
ating pension systems for the benefit of the par-
ticipants. In many cases, benefit adequacy is o-
nored. Putting pension reform under socia sector
reform alows all social sector reform programs to
be properly coordinated, leading to a more bal-
anced anaysis of reform options, including priva-
tization.

LESSON9: COORDINATE USAID CON-
TRACTORSAND AMONG INTERNATIONAL
DONORS

son reform affects many different
USAID projects — capital markets, fiscal re-
form, banking reform, accounting, and oth-
ers. Usualy these projects report to different ce-
partments within missions. Since pension reform
cuts across so many functional areas, it is impor-
tant to have a coordinating committee within
USAID to discuss pension reform and its impact
on different projects. The decision to creaste a
“pension ombudsman” in USAID/DC has been an
important step in recognizing this
More difficult is dedling with differences in
pension reform approaches among contractors. It
is embarrassing for USAID when different con-
tractors present radicaly different approaches to
pension reform to the government. To the extent
possible, USAID needs to coordinate its programs

supporting pension reform without impinging on
the professiond integrity of its contractors.

Coordination among donors is difficult.
USAID puts more contractors on the ground full
time for extended periods of time that other con-
tractors. Therefore, USAID should take the lead in
coordinating among donors. It is of critica im-
portance for the pension reform team to closaly
coordinate with the World Bank and the IMF, as
their support will be needed for any pension le-
form.

Unfortunately, everyone seems to want to be
involved in pension reform, and everyone seems
to feel obligated to advocate their own approaches
to pension reform, confusing counterparts. They
lack the expertise to know a good approach from a
bad one, or a good consultant from a bad one.
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Table 1. Ukraine macr oeconomic indicatorsin 1991-1999

1991 | 1992 1993 1994 1995 1996 1997 1998 1999

Populationz, millions 52.1 52.2 52.1 51.7 51.3 50.9 50.5 50.1 49.9
Real GDP (1990=100) 91.3 82.3 70.6 54.3 477 429 41.6 41.0
% changein real GDP -8.7 -9.9 -14.2 -23.0 -12.2 -10.0 -3.2 -1.7
% change industrial output -4.8 -6.4 -8.0 -27.3 -11.5 -5.1 -1.8 -15 -0.5
% change agricultural output -3.3 -8.2 15 -16.7 -3.6 -95 -1.9 -9.8
Annual inflation 290 2,000 | 10,155 401 182 39.7 101 20.0
% change ininvestment -7.1 -36.8 -10.5 -22.8 -28.6 -22.0 -7.5 4.8
Net investment, % of GDP n.a n.a n. a 16.3 8.4 4.6 29 -
Budget balance, % to GDP -12.2 -6.5 -10.5 -6.6 -4.9 -6.7 -2.2
Employment* -1.6 -4.0 -25 -5.1 -1.0 -5.0 -8.2 -04
Unemployment rate, %:

registered - 0.3 0.3 0.4 0.5 1.2 2.7 4.6 5.6

|abor force survey - 5.6 7.6 8.9 11.3 12.5
% Changein real wage 6.1 -38.6 -51.5 -14.6 281 -13.8 -24 -12.9 -3.9
Real wage (1990=100) 106.1 | 651 316 27.0 346 29.8 29.1 25.3
EXC';?”QG rate, (end of the 638 | 12,610 | 104200 | 179400 | 1.889 | 1.809 | 343 | 453
year
Discount rate, % (end of the n. a 80 240 252 110 40 35 60 45
year)
USD)
to GDP)
Pensioners, million 13.6 14.2 14.5 14.5 14.5 14.5 14.5 145 14.5
Pensioners, % of population 26.1 27.2 27.8 28.0 28.3 285 28.7 289 29.1
State Pension Fund 95 | 79 | 83 | 74 79 | 93 | 103 | 95
expenditures as % of GDP
Contributors per pensioner 169 | 155 | 146 | 137 | 131 | 123 | 115 | 115 | 115
Real pension (1990=100) 79.6 68.5 231 159 184 17.2 15.7 15.3 15.2
Replacement ratio (average 361 | 353 | 684 451 36.1 36.6 389 36.1 39.1
pension to average wage, %)

Sour ce: Ministry of Statistics, Ministry of Economy, National Bank of Ukraine.

Notes: 1 End of September, 1999

2. End of year.

3. Karbovanets, 1991 — 96; hrivnyathereafter
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SUMMARY OF CURRENT PENSION SYSTEM
Exchange rate: US $1 = 5 hryvnyas (UAH) (mid-November 1999)

STATE OLD AGE AND DISABILITY | NSURANCE SOURCE OF FUNDING
First law: 1922 Taxable wage base for coverage (cap): UAH 1,000
Current law: 1992 Insured person: 1% of earnings < UAH 150; 2% of
Type of program: Social insurance system earnings >UAH 150 < UAH 1,000
Employer: 32% of payroll

COVERAGE: All employees and self-employed, with Special provisions for victims of Chernoby! catastrophe.

ADMINISTRATIVE ORGANIZATION

Ministry of Labor and Social Policy: general coordination. Regional and local social protection departments, admini-
stration of program.

(State) Pension Fund of Ukraine  payroll contributions' collection and pension benefits payments.

QUALIFYING CONDITIONS

Old-age pension: Age 60 and 25 years of covered employment (men), or age 55 and 20 years of work (women); re-
quirements reduced by 5 or more years for arduous or hazardous work, mothers of 5 or more children or of disabled
children, disabled veterans, and other specified conditions. Covered employment includes years spent in higher educa-
tion, in serving armed services, in care of disabled persons or children under age 3; and in unemployment while seeking
ajob. Early pension payable to unemployed older workers (men aged 58-1/2 to 60 and women 53-1/2 to 55 who meet
the requirements for covered employment) in case of enterprise liquidation or reorganization of enterprise.

Disability pension: Insured has aminimum of 1 to 15 years of covered employment, depending on age of onset of dis-
ability. Total disability (incapacity for any work): Group | (disability, requiring constant attendance); Group Il disability
(not requiring constant attendance). Partial disability (incapacity for usual work): Group 111 disability.

Survivor pension: Insured had up to 15 years of work, payable to surviving children whether or not dependents of the
insured; and to nonworking dependents (including spouse; either parent, if disabled or not yet of pensionable age;
grandparents, if no other support available).

Social pension: Citizens not eligible for old-age, disability, or survivor pension who are not working and: 1 aged 60 for
men or 55 for women; and 2 disabled if disability began in childhood.

OLD-AGE BENEFITS
Minimum = UAH 24.9. Average = UAH 66.4. Replacement ratio (average pension/average wage) = 37%

Old-age pension: 55% of wage base if 25 years of work (men, or 20 year for women) of work, plus 1% of wage for
each year in excess of 25 years (men, or 20 for women). Payable monthly. Maximum: 75% of wage base (85% for
particularly hazardous working conditions); minimum pension: 200% of minimum wage (minimum wage: UAH
73.4 per month as of January 1999). Wage base equal s gross average earningsin last 2 years or best 5 consecutive
years during career. Partial pension (if insufficient years of covered employment): Monthly benefit reduced in pro-
portion to number of years below required years of coverage; minimum, 50% of old-age pension.

Supplementary benefits payable to non-working pensioners with disabled dependents, and to pensioners aged 80 or
older.

Social pension: 50% of minimum old-age pension.

Adjustment: Periodic benefit adjustments according to cost of living changes.

Careers allowance: Payable monthly to career of aged over 80 years old; career not otherwise employed, and may re-
ceive unemployment benefit.

PERMANENT DISABILITY BENEFITS

Disability pension: Total disability pension: Group I, 70% of earnings; Group |1, 60% of earnings. Partial pension for
total disability (if insufficient years of covered employment): Same as under old-age pension.

Partial disability (Group I11): 40% of earnings. Payable monthly.

Social pension: 30%-200% of minimum old-age pension depending on degree of disability.

Careers allowance: Payable monthly to career of Group | disabled child under age 16; career not otherwise employed,
and may receive unemployment benefit.

Adjustment: Periodic benefit adjustments according to cost of living changes.
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SURVIVOR BENEFITS
Survivor pension: Payable monthly at 30% of wage base of the insured for each dependent; 40% of earnings for
widow if spouse died in war. Minimum: 100% of minimum old-age pension per month.

Partial pension (if insufficient period of covered unemployment):

Monthly benefit reduced in proportion to number of years below the required years of coverage.

Funeral grant: 10 times minimum wage if employee, student, or unemployed; 2 months of pension benefits (or 10 times
minimum wage, whichever is higher) if pensioner.
Adjustment: Periodic benefit adjustments according to cost of living changes.

Table 2. Types of Benefitsand Eligibility Criteria

Types of pensions

Pension receivers

Eligibility criteria and amount of pensions

Old-age pensions:
- ordinary
Specia (for

work in harmful
and hard condi-
tions (9 catego-
ries)

- Agestatus:
men - 60 yearsold
women - 55 yearsold

Agestatus:
men - 50; 55 yearsold
women - 45; 50 yearsold

55% of salary (but not lower than a minimal amount of
pension plus 1% for every work year above 25 (men) and 20
(women) but not more than 75% (85% for special
pensioners) of salary.

A minimal old-age pension is specified in therate of a
minimal consumer budget*

A maximal ordinary pension does not exceed 3 and special
pension 4 minimal old-age pensions.

Disability pensions

Persons with full or partial disability

becauseof:

a) labor
disease;

b) general disease.

Thereare 3 groups of pensionersde-

pending on the disability degree.

injury or occupationa

I group of disability - 70%,

I1 group of disability - 60%,

Il group of disability -40% of an actual average monthly
salary.

Minimum pension is specified in the rate of the social
pension for acorresponding group of disability.

Maximum pension cannot exceed 3 (4) minimal old-age
pensions.

Survivor's pensions

Disabled dependentsin casethey lost
their bread-winner

Pension rate for every disabled dependent is 30% of the
bread-winner salary but not lower than the social pension
specified for corresponding categories of the disabled.

Retirement pen-
sions?

Specific categories of employeesen-
gaged inworkswhich cause profes-
sional disability prior to the pension

age.

Assignment conditions and the rate of this pension are the
same as for old-age pensions.

Socia pensions

Nonworking citizens (except those
disabled from childhood) who have
no right for labor pensions.

a)of aminimal old-age pension rateis assigned to persons
who reached pension age but did not receive theright for
pension without valid reasons;

b)of a minimal old-age pension isassigned to personswho
achieved pension age but did not obtain theright for the
labor pension for agood reason; to 111 group of disahility;

c¢)of the minimal old-age pension isassigned to the |1 group
of disability -1 group invalids, children-invalids under 16
yearsold, children or one of the disabled in case the
bread-winner loss;

d) of the minimal old-age pension is assigned to the | group
invalids, mothers with atitle "Mother-Heroine".

It is stated in the Law of Ukraine "On Amendments and Additions to the Law of Ukrainian SSR "On Minimal Consumer
Budget" that in conditions of economical crisis and output decline a social normative - poverty line is being developed. Its
structure, amount and value are being specified by the Cabinet of Ministers of Ukraine in collaboration with trade unions
and are subject to annual approval by the Parliament.
2 This category of pensionersis not numerous (38555 persons only or 0.3% of the total number of pensioners for the end of
1993). However dueto the activities of some trade unions for the last three years their number hasincreased 1.5 times.
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Table 3. The Number of Pensionersin Ukrainein 1970-1998

(000 the end of the year)
1970 1980 1990 1995 1998
Population
Total number of pensioners, 8,871 10,721 13,084 14,488 14,521
old-age pensioners, 5,458 7,329 9,713 10,615 10,473
early retirement pensioners n. a. 852 1,614 2,037 2,155
disability pensioners 1,657 1,384 1,313 1,814 1,978
survivors pensioners 1,225 1,442 1,209 1,196 1,153
length of service pensioners 513 566 531 429 493
socia pensioners X X 318 434 424
Pensioners as percent of the total
population
Thetotal number of pensioners, 100.0 100.0 100.0 100.0 100.0
old-agepensioners, 61.5 68.4 74.2 73.3 722
of them:
early retirement pensioners n. a. 79 12.3 141 14.8
disability pensioners 189 12.9 10.0 125 13.6
Survivor's pensioners 138 134 9.2 8.2 7.9
length of service pensioners 5.8 53 4.1 3.0 34
socia pensioners X X 25 3.0 2.9

Sour ce: State Statistics Committee, Ministry of Labor and Social Policy Social, author's calculations.



